
Note: given the fact that you’re ‘obliged’ to answer the weekly questions, try to profit the most from the task:

- Start by reading the lecture notes (twice).

- Looking at them as little as possible, answer the questions.

The answers to the Week 8’s questions should be handed to me on Thursday May 2nd. They should be manuscript (not typewritten) and preferably based on schemes (as I do in the whiteboard). Keep a copy for yourself.

Please write WEEK 8 in bold at the beginning of your answers.

Week 8 –  The MP of the ECB
I.Strategy of the ECB

1 a)What’s the overriding goal of the ECB?
b) Which argument can be done in favour of an Inflation-Target of 4%?

2.Does the ECB ever consider to cut interest rates to fight unemployment?

3. Why is inflation subject to inertia?

4. a) What are the broad channels through which changes in ECB interest rates affect inflation?
b) How long does it take for changes in ECB interest rates affect inflation?
5. What are the consequences of your answers to 3 and 4 for the behaviour of the ECB?
6.a) What are the two indicators of costs used by the ECB to forecast inflation.
b) Explain how an unemployment rate below the natural level leads to an increase in inflation.

7.a) Explain the two ways through which, everything else the same,  a large depreciation of the euro over the past few months tends to increase inflation over the near future.
b) What is the other indicator concerning relations with the rest of the world that the ECB uses to forecast inflation?
8. What does the board of the ECB do at its monthly meetings?

9. Suppose that, as a result of lower demand for bank credit, banks want to have fewer reserves:

a) How will the ECB end up absorbing the excess reserves?

b) How will the Fed end up absorbing the excess reserves?

II. How do EZ banks obtain reserves?
10. Why do EZ banks need reserves?

11. What is meant by a lagged reserves requirements system?

12. a) Explain the two refinancing operations performed  by the ECB.

b) Why the name ‘refinancing’?

c) What are the two standing facilities of the ECB?
13. What happens in the Interbank Money Market (IBMM)?

14. a) What would happen if the o/n interest rate of the IBMM exceeded the interest rate of the Standing Lending Facilities? 

b) What would happen if the o/n interest rate of the IBMM fell below the interest rate of the Standing Deposit Facilities? 

15.  If all banks have excess reserves, how can they get rid of them?

16. a) Which sort of guarantee must a bank provide in order to get a loan from the ECB?
b) Explain the following sentence: “Some of the reserves banks get from the ECB involve a Repurchase Agreement (‘Repo’).
Note: the debt securities involved in a Repo must be of the same risk as those required as collateral.

17. a) If during a certain week the interest rate of the IBMM exceeded that of the main refinancing operations what would happen?

b) If during a certain week the interest rate of the IBMM remained below that of the main refinancing operations what would happen?

III. The impact of MP on financial markets

18. a) “News that inflation in the past quarter turned out well to be above both 2% and what was previously expected tend to depress Eurozone stock prices.” Do you agree? Explain.
b) “News that inflation in the past quarter turned out to be well above both 2% and what was previously expected tend to depress Eurozone low-grade corporate bond prices.” Do you agree? Explain.
c) “News that inflation in the past quarter turned out to be well above both 2% and what was previously expected tend to depress Eurozone low-grade corporate bond prices.” Do you agree? Explain.
19. a) “News that GDP growth in the past quarter turned out to be well above what was previously expected tend to depress Eurozone stock prices.” Do you agree? Explain.
b) “News that GDP growth in the past quarter turned out to be well above what was previously expected tend to depress Eurozone low-grade corporate bond prices.” Do you agree? Explain.
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